Although evidence is limited, early indications are that consumerdirected plans are having a moderating effect on costs and cost increases.
C
o n s u m e r-d i r e c t e d h e a lt h c a r e (CDHC) has emerged in recent years as one of the most potent ideas in health care reform. In the eyes of its champions, health care costs are high and quality is low because our current system of insurance fails to provide consumers with incentives to use care wisely and shop for high-value services. CDHC advocates argue that giving consumers incentives to be prudent managers of their own health and health care will engage market forces in controlling costs and improving quality and outcomes.
A number of policy changes have already been implemented to facilitate a shift toward CDHC. Legislation enacted in 2003 paved the way for tax-free health savings accounts (HSAs) to be paired with high-deductible insurance policies, an arrangement intended to make consumers cost-sensitive without subjecting them to the financial risk of a catastrophic illness. 1 The Bush administration has proposed making premiums tax-deductible for individuals purchasing HSA plans to bolster the nongroup market for consumer-directed policies and to expand coverage. Further, some policy experts have called for making all health spending taxdeductible, to reduce incentives to elect traditional employer-provided health insurance with generous up-front coverage. 2 In addition, advocates of CDHC are seeking to apply its principles to Medicare and Medicaid beneficiaries with chronic diseases. 3 Demand for CDHC is growing, and early evidence about its effects is beginning to emerge. In this paper we first examine recent trends in CDHC enrollment and then review the literature about the potential threat posed by adverse selection between consumer-directed and comprehensive plans. We also review the literature on CDHC's effects on health care use, costs, and quality. Finally, we present supplementary data on the role of information under consumer-directed plan designs. We conclude with recommendations for policy and future research.
Background
We begin by defining CDHC-a term that means different things to different people. CDHC, which involves enrollment in consumer-directed health plans, refers to insurance that provides financial incentives for consumers to become involved in purchasing decisions regarding their health care. 4 Consistent with most of the literature, we use the term "consumer-directed plan" to refer to any highdeductible insurance plan; typically, "high deductible" refers to a plan with a deductible of $1,000 or more. 5 In contrast, the average deducible in employersponsored plans in 2004 was $220, and almost half of privately insured adults had policies with no deductible. 6 Beneficiaries' out-of-pocket liability with a highdeductible plan is about double the liability under more traditional plans. 7 High-deductible plans are sometimes coupled with personal health accounts, and some analysts use the term "consumer-directed plan" to refer only to highdeductible plans that are combined with these accounts. The two main types of personal health accounts, their attributes, and their enrollment are described in Exhibit 1. 8 The most recent are HSAs-tax-advantaged savings accounts that may be used to pay for qualified medical expenses. 9 HSAs must be paired with a health plan whose minimum deductible is $1,000 for individuals or $2,000 for families. 10 Health reimbursement accounts (HRAs) are similar to HSAs but are owned by employers and do not need to be coupled with a high-deductible plan.
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In 2005, only 10 percent of privately insured nonelderly American adults were enrolled in a plan with a high deductible; about 10 percent of them had an HRA or HSA. 12 One-fifth of employers offering health insurance offered a high-deductible plan, and about 4 percent offered such a plan with an HRA or HSA option. 13 However, demand for these plans appears to be growing. The most recent and complete data available concern HSA-compatible plans. A 2006 survey of these C o s t & Q u a l i t y plans found that enrollment had more than tripled since early 2005, reaching 3.2 million.
14 Predictions for future growth in the HSA market are also impressive: One recent forecast is that the market will expand to fifteen to thirty million enrollees over the next five to ten years. 15 Moreover, 26 percent of firms that do not offer a plan with an HRA say that they are likely to do so in the next year, and 27 percent say that they are likely to offer an HSA-compatible plan. 16 All of these figures must, however, be kept in context: The millions enrolled in HSA-and HRA-based plans by 2006 still represent only about 3 percent of the commercial insurance market, although it represents a substantial increase over the 1 percent reported for 2005. 17 Nonetheless, these gains in enrollment and the administration's embrace of consumer-directed plans raise critical questions. Will favorable selection into consumer-directed plans lead to fewer choices, which will We examine what the early evidence has to say about these questions below. We drew upon the research literature as well as reports from carriers and employers offering health insurance. We selected studies that provided quantitative estimates and that compared consumers' experiences with CDHC to a control group using cross-sectional data or panel data. To obtain a broad look at these new experiences, we did not restrict our review to studies that employed rigorous analytic methods. In few cases do the analyses attempt to control for confounding factors; in some cases, the analytic methods are not completely described, and in no cases are the findings able to cover much more than the plans' initial implementation periods. Therefore, we focus on consistent patterns across the studies rather than on specific results, and we couple this information with relevant results from the RAND Health Insurance Experiment (HIE). Our analysis contrasts outcomes for those in high-deductible plans with those in more comprehensive traditional plans, because many policy concerns center on forgone care from switching the insured to less comprehensive coverage. 18 The Challenge Of Adverse Selection Many policymakers are greatly concerned about adverse selection-whereby low-deductible insurance is more attractive to sicker people and consumerdirected plans are more attractive to healthy people-and its implications for access to and quality of care for the sick. If healthier families leave traditional plans, the cost of these plans for those remaining in them might increase. This could lead to lower levels of insurance for them and to underuse of care; ultimately, it might cause the number of uninsured Americans to rise further. Simulation studies have concluded that selection might be a concern with very-high-deductible plans but is less likely to be an issue when deductibles are modest. 19 The new evidence about the extent of selection from comparisons of CDHC enrollees to those in traditional plans is shown in Exhibit 2. 20 The studies generally find little difference in the average age of subscribers between those in consumerdirected and other plans, but they find that CDHC participants have higher incomes than those in other plans. Those in CDHC also appear to be in somewhat better health. This latter conclusion was also reached by Laura Tollen and colleagues, who report that use by CDHC enrollees prior to switching was less than use by those remaining in traditional plans. 21 In sum, there may be some modest favorable health selection among early adopters of CDHC that warrants monitoring.
Effects Of High Deductibles And Personal Accounts
n Health care use. The best source of information about the effect of high deductibles on health care spending continues to be the RAND HIE. 22 Exhibit 3 sum-marizes the results of several studies that have used HIE results to simulate the effect of moving the population from a plan typical of those now offered by employers to a plan with a high deductible. 23 The studies by Emmett Keeler and colleagues (1996 and 1988 ) use a simulation model based on the HIE to assess changes in the number and costs of health care episodes that occur when a person exceeds the insurance deductible or the maximum limit, or both. 24 Larry Ozanne (1996) estimated savings using the overall price elasticity of demand from the HIE. 25 The other two studies in Exhibit 3 are based on actuarial pricing models that use a range of estimates of the elasticity of demand from the literature-including the HIE esti- mates. 26 All told, the studies in Exhibit 3 suggest that moving everyone from a traditional plan to a high-deductible plan would result in a one-time reduction in use of about 4-15 percent. Another recent study also concluded that CDHC will have only modest effects because many with high spending would actually see a decrease in cost sharing under some consumer-directed plan designs. 27 The availability of personal spending accounts (HRAs or HSAs) coupled with a high-deductible plan may affect spending incentives and offset some of these gains. For example, if consumers view the accounts as earmarked for current spending, they might feel that there is no need to constrain spending despite the deductible, at least until they have exhausted the account. HSAs' tax benefit makes current consumption of medical care below the plan deductible somewhat less expensive than current consumption of other goods and services; this mitigates the effects of a high-deductible plan.
Estimates are that personal health accounts might offset the 4-15 percent reduction in spending expected from a high-deductible plan by about half, so that high-deductible plans combined with personal accounts would reduce use by 2-7 percent (Exhibit 3). 28 However, in addition to the tax-favored status of current contributions, the interest on HSAs is not taxed as earned, which could boost HSAs' cost containment incentives. Still, experts believe that the reduction in spending by a person with an HSA would be less than the reduction with a highdeductible plan alone. 29 The emerging evidence that the new consumer-directed plans affect total health care use is summarized in Exhibit 4. The eight reports summarized in the exhibit include comparisons of a population before and after adopting CDHC and case studies of the experience of enrollees in consumer-directed plans compared with those in traditional plans. 30 The favorable selection noted above confounds simple comparisons: Exhibit 4 notes when the contrasts control for selection or secular trends. Although the ex- hibit reflects experiences in a limited number of consumer-directed plans, the early evidence, consistent with the HIE, suggests that higher deductibles reduce total health care use and spending. Two cross-sectional studies of a single employer found lower levels of health spending (including out-of-pocket payments and plan spending) among enrollees in consumer-directed plans than among those in other plans. 31 However, in one of these, rates of increase in premiums were higher in the consumer-directed than in traditional plans, even though levels of spending were lower in the former. In a recent set of case studies of seven consumer-directed plans with spending accounts, plans reported reduced service use following the introduction of the consumer-directed option (data not shown). 32 In addition, six studies shown in Exhibit 4 report lower rates of increase in costs or use in consumer-directed than in other plans.
Anecdotal reports in the trade literature tend to support the view that CDHC helps lower costs. Estimates of at least 10 percent savings relative to expected trends for employers introducing high-deductible plans are typical, with some reporting 20-25 percent savings. 33 Some of these anecdotal reports refer to employer savings and some, to reductions in total health care resources, and it is not always clear which is being reported. In the former case, savings could represent a shift in costs from employer to employee rather than real spending reductions. But on balance, early evidence suggests that CDHC may help lower costs and lower cost increases-although larger studies with rigorous designs are needed to confirm these findings and to establish whether these differences can be sustained.
n Quality of care. Claims that CDHC will encourage patients to reduce inappropriate and unnecessary use instead of making indiscriminant cuts are more problematic. Although the HIE found that greater patient cost sharing reduces use, it also concluded that reductions occurred both in care that is considered efficacious and in services that are less effective. 34 There were a few exceptions. Cost sharing reduced use of the emergency room for less urgent problems to a greater extent than for more urgent problems. And cost sharing did not reduce use of care regarded as highly effective for nonpoor children.
Changes have occurred since the HIE that might promote more-appropriate care choices among consumers who have financial incentives to choose wisely. First, many consumer-directed plans include financial incentives to encourage participation in programs such as health risk appraisals, disease management programs to develop self-management skills for chronic diseases, and wellness initiatives. Second, many insurers and employers offer consumer-directed plans that waive or reduce the deductible for preventive care. A 2005 national survey of employers found that 60 percent of employees in a high-deductible plan with an HRA and one-third of those with an HSA had some preventive services paid for before the deductible was met. 35 Finally, there are efforts to couple the new plan designs with tools to help consumers make better choices about the health care they use, which we discuss below.
Nonetheless, the evidence about CDHC's effects on quality remains mixed (Exhibit 5). 36 Several studies report increased use of preventive care in consumerdirected plans and increased compliance with prescribed treatment regimens. One study also finds that those in such plans are more likely than others to forgo care for less serious health problems but are not more likely than others to forgo needed care. On the other hand, several studies find that those in consumerdirected plans are significantly more likely to adopt cost-saving behavior that might have adverse consequences. Patient satisfaction is also an indicator of quality; Exhibit 5 shows that consumer-directed plan enrollees are less satisfied with their health coverage than those in other types of plans and frequently are less satisfied with their consumer-directed plan than with their previous plan.
The Potential Roles Of Information And Technology
CDHC is predicated on the idea that when choices "hit people in their pocketbooks," people will demand to know more about the cost and quality of their care. So the fact that most consumers don't know what medical care costs or how to assess quality would seem to represent a major obstacle to CDHC. Surveys of plans in 2003 and early 2004 concluded that only a minority of consumer-directed plans provide comparative price data. 37 New sources of information and information tools, however, are appearing. Aetna has begun a pilot program in Cincinnati to report the fees it has negotiated for the most common medical procedures. 38 CIGNA has introduced a nationwide plan to provide information about prices for prescription drugs-including patients' out-of-pocket costs.
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Insurers are arming patients with questions to ask when choosing providers. They are also partnering with health information organizations to provide personalized Web sites that combine health risk assessment tools, personal health records, and health information. In a recent Forrester Research study, a majority of employers reported that they intend to provide employees with information about provider quality. 40 Just as important, there are indications that consumers in consumer-directed plans are using this information. Enrollees in such plans are more likely than those in comprehensive plans to ask providers about cost, to identify and consider treatment alternatives, and to pay attention to wellness and prevention practices. 41 They are also more likely to check plan coverage before seeking care, discuss costs and options with physicians, ask for less costly drugs, check quality ratings, and ask about service prices. 42 Aetna indicates that its consumer-directed plan enrollees access information at twice the rate of other members. 43 Those in such plans are more likely to use nurse hotlines to decide whether to seek care or self-treat, more likely to seek out alternative treatment methods, and more likely to choose less expensive and less extensive treatment (such as going to an urgent care center rather than an emergency room). 44 Nonetheless, consumer-directed plan enrollees feel that they lack sufficient information to support their decisions, particularly in the area of costs. 45 Less than a sixth of enrollees said that information was available to help them with choices, and only half of those said that they used it to make decisions. Some plans are using network design to convey information to patients. For example, tiered-provider networks include all or most available hospitals and health systems in their plans, placing them in different tiers with different cost-sharing requirements. This provides consumers with choices while sending signals that not all providers are equally cost-effective.
Still, the information available to consumers about provider cost and performance, and about the effectiveness of treatment alternatives, is sparse. Cost information in particular is difficult for even assertive consumers to extract from providers. Consumers are also handicapped by the lack of standardization in measurement and reporting across providers and treatments.
Similarly, physicians often do not have the information systems they need to help consumers make informed choices. This may be part of the reason why almost half of patients now report that physicians do not involve them in decision making. 47 Clearly, this situation is a far cry from the patient-centered health care system that is one of the six aims for improving the quality of health care recommended by the Institute of Medicine (IOM).
Given this, there are mounting calls for more and better information technology (IT) for both patients and providers. Supporters of CDHC argue that patient financial responsibility will produce demand for information and even serve as the impetus for comprehensive electronic health records (EHRs). All of this points to the substantial but as yet unrealized potential of IT in the health sector, especially if CDHC continues to grow.
Discussion And Conclusions
The evidence needed to draw firm conclusions about CDHC's overall effects does not yet exist. The evidence to date focuses on early adopters, is limited to selected case studies, often does not control for confounding factors, and in some cases is purely anecdotal. Despite this, experiences to date are consistent with effects predicted by earlier analyses and the HIE findings; they suggest that CDHC is associated with modest favorable health selection, one-time reductions in use and costs, and mixed effects on quality. Nonetheless, more research is needed that examines a broad range of benefit designs, includes sufficient sample to test for different effects of CDHC among vulnerable populations, measures changes in patterns of use, and adopts rigorous analytic techniques and methods that will produce reliable and generalizable conclusions.
n Input from experts. Moreover, the early evidence and the prior literature cannot tell us how stakeholders and policymakers can encourage "consumerism" and spur more fundamental changes in the health care system. To assess this, we interviewed twenty-five people representing insurers, employers, and provider groups who are involved with CDHC. The experts with whom we spoke were unanimous in agreeing that increased consumer engagement is important to improved decision making, adherence, and outcomes and that financial incentives could be important w 5 2 6 2 4 O c t o b e r 2 0 0 6 in bringing about this engagement. But most experts agreed that providing appropriate incentives to physicians is also important. All experts with whom we spoke agreed that existing IT is inadequate. They cited a need for standardized measures to compare quality among providers; better data-sharing systems; state-of-the-art evidence-based-medicine and technology assessment information; and cost-effectiveness measures. Better measures of quality would aid in network design and support better individual choices. Once such information is available, research needs to continue to assess whether and how it is used and how it affects longer-term cost and quality outcomes.
n Policies to promote quality in consumer-directed plans. We found a striking degree of unanimity among the experts we interviewed about the role that public policy should play. All of them saw CDHC continuing into the foreseeable future, and many cited a need for regulations that allow greater flexibility in plan design to provide incentives for appropriate use and to protect vulnerable populations. Some would like to see regulations that allow HSAs to be paired with benefit designs that permit variation in deductibles or cost sharing, depending on place of service, type of provider choice, and treatment choice. Some employers would like greater flexibility to tailor cost sharing or account contributions to the needs of specific employees, varying amounts based on income or health status. There are indications that such flexibility might soon be forthcoming. A Treasury official recently stated that employers will probably soon be allowed to make contributions to HSAs based on factors such as age and income. 48 The public sector could also further quality improvements by developing standard metrics for assessing quality. A lack of uniform quality metrics has led to many different systems, rendering comparisons across plans and groups difficult if not impossible.
Valid performance measurement requires the ability to score a provider on a substantial number of events. An important role for government is in facilitating mechanisms to generate the data needed for valid measurement. One approach is to use Medicare data to measure performance, as is occurring in a limited way through pilot projects. Another is to remove legal challenges to releasing data publicly and to pooling data across private insurers that arise from Health Insurance Portability and Accountability Act (HIPAA) concerns. Similarly, steps need to be taken to increase the amount of information available to consumers about prices, to increase the competitiveness of the provider market.
Many experts believe that EHRs have the potential to improve health care quality, promote continuity of care, and help doctors and patients make better choices. They believe that a more aggressive public-sector role is needed to support and promote this development and to find ways to make the return on investment sufficient for small practices to participate. Using the Medicare system to develop incentives to adopt electronic records could be one way to do this.
Finally, some cited a role for the public sector in raising the level of health liter-acy. About half of all Americans now have difficulty understanding health information, which could affect their ability to obtain high-quality care. 49 The public sector can help develop measures of health literacy, monitor trends in health literacy, and develop programs and standards for improving health literacy.
